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Introduction

Section 729 of the Companies Act 1985 requires the
Secretary of State to prepare and lay before
Parliament a general annual report of matters within
the Companies Acts.

2

This report formally covers the period April 2000 to
March 2001 although, in some subject areas, it
inevitably covers more recent months and looks
ahead to the future. It reviews the latest develop-
ments in company law including developments in
European Community legislation and accounts and
auditing. It also reports on the activities of
Companies House, Companies Investigations
Branch of the Company Law and Investigations
Directorate and The Insolvency Service.

3

The report is supplemented by statistical tables
which provide, inter alia, details of companies reg-
istered at Companies House and of legal proceed-
ings brought by the Department.




Company Law

Developments

in 2000-2001

COMPANY LAW REVIEW

2000/2001 was the final year of the three-year fun-
damental review of company law launched by the
Department in March 1998. The Review had as its
objective the creation of a simple, modern, efficient
and cost-effective framework for carrying out busi-
ness activity in Britain. During the course of the
year the independent Steering Group charged with
conducting the Review published a range of further
consultation documents. These included three
focusing on individual sets of issues, often technical
in nature — Capital Maintenance: Other Issues,
Registration of Company Charges and Trading
Disclosures — and one major strategic consultation
document, Completing the Structure. This brought
together the work of the Review over the previous
eight months and contained further proposals on a
range of issues, including corporate governance,
company reporting, a revised regulatory and institu-
tional framework for company law and a new sanc-
tions regime.

transparency and better disclosure by companies,
and a large number of other measures to remove
burdens, improve the governance of companies and
simplify the law.

3

In welcoming the Final Report, the Secretary of
State reaffirmed her commitment to modernising
company law, announcing that once she had exam-
ined the recommendations in detail she would con-
sult on draft legislation.

4

Further information on the Review, including elec-
tronic copies of the Final Report, the consultation
documents issued by the Steering Group and other
relevant background information, can be found on
the Review pages of the Department’s website. The
relevant address is: www.dti.gov.uk/cld/review.htm.

OTHER COMPANY LAW REFORM
PROJECTS

5

The Review came to a close in June 2001 with the
presentation to the Secretary of State of the Final
Report of the Steering Group. This was published
on 26 July. The Final Report brought together the
proposals made during the course of the Review
across the whole range of company law issues, mod-
ified where appropriate in the light of views
expressed in the consultation process. Its key rec-
ommendations included a major simplification and
modernisation of the law for small companies,
greater clarity of the law on directors’ duties, greater

2

In recent years the DTI’s Company Law and
Investigations Directorate has undertaken detailed
consultation on a number of company law issues.
This work continued in 2000-2001 and a number of
consultation documents were published (listed at
Appendix B). In general the conclusions of this
work will feed into the main review (see above). In
some cases however it has been possible to imple-
ment particular reforms in advance of the outcome
of the main review by means of secondary legisla-
tion, or through early primary legislation if a leg-



islative opportunity arises. The projects concerned
are as follows.

Treasury Shares

In September 2001 a consultative document on trea-
sury shares was issued. It seeks comments, by the
end of November 2001, on draft regulations
annexed to the document. This follows an
announcement in December 1999 by the then DTI
Minister, Dr Kim Howells, that he had decided to
deregulate company law so as to allow companies
which purchase their own shares to hold them in
treasury for resale at a later date. Under the present
law, companies which purchase their own shares are
required to cancel them.

Directors’ Home Addresses

In May 2001 the Criminal Justice and Police Act
2001 received Royal Assent. Section 45 of the Act
amends the Companies Act 1985 and provides that
the Secretary of State may grant a Confidentiality
Order where she is satisfied that the availability for
inspection by members of the public of a director’s
home address creates, or is likely to create, a serious
risk that the individual, or person who lives with
him, will be subjected to violence or intimidation.
The amendments also include a number of provi-
sions which may be implemented through regula-
tions, and the detail of the new system will be set
out in regulations. In Autumn 2001 a consultative
document was issued seeking comments on draft
regulations. The effect of the Act and the regulations
will be that directors who are granted a
Confidentiality Order will be able to file a service
address for the public record. Although such direc-
tors will still be required to file their usual residen-
tial address at Companies House, home addresses
will be kept on a separate, secure register with
access limited to law enforcement agencies. It is
expected that the regulations will be laid before
Parliament in November 2001. They will be subject
to debate in both the Commons and the Lords and,
once approved by both Houses, directors will be
able to apply to the Secretary of State for a
Confidentiality Order.

Electronic Communication

8

In February 2000 the Directorate consulted on draft
implementing legislation under the Electronic
Communications Bill (now Act) to amend the
Companies Act 1985 to enable companies to use
electronic means to deliver communications, to
receive shareholder proxy and voting instructions
and to incorporate. In parallel the Institute of
Chartered Secretaries and Administrators (ICSA)
consulted on a draft code of good practice govern-
ing electronic communications between companies
and shareholders. The Companies Act 1985
(Electronic Communications) Order 2000 was laid
and debated at the end of that year and came into
force on 22 December 2000. At the same time ICSA
published its good practice guidance. Subsequently
a number of companies have already used the provi-
sions of the Order to offer shareholders the option of
electronic communication and the Department will
continue to monitor usage. The Registrar is
expected to issue directions to enable electronic
incorporation, through formation agents, later this
year with direct electronic incorporation for all to
follow in 2002.

Company and Business Names

9

The Company and Business Names (Chamber of
Commerce, Etc) Act received Royal Assent in July
1999. This was introduced as a private members bill,
with Government support, in response to concerns
from the British Chambers of Commerce (BCC)
about potential “misuse” of the title “Chamber of
Commerce”. The Act establishes protection of the
title in primary legislation and a statutory right for
the BCC and Scottish Chambers of Commerce to be
consulted when the Secretary of State considers any
new business or company names which include the
title. The necessary Commencement Order for the
Act and the Company and Business Names
(Amendment) Regulations 2001, which set out a
full list of titles including “Chamber of” for which
permission must be sought, came into force on 10
May 2001.

Political Donations by Companies

10

The Committee on Standards in Public Life recom-
mended in its 1998 report on the funding of politi-

3



cal parties that legislative provision should be made
to require any company intending to make a dona-
tion of any kind to a political party or organisation
to have the prior authority of its shareholders. The
Government implemented this recommendation
through the Political Parties, Elections and
Referendums Act 2000, which amended the
Companies Act 1985 in respect of political dona-
tions by companies.

LAW COMMISSION PROJECTS

Review of Law of Partnership

11

In September 2000 the Law Commission for
England and Wales and the Scottish Law
Commission published a consultation document on
partnership law. The main areas under consultation
were the firm as an entity; unnecessary dissolution
of the firm; and the mechanisms for dissolving a
partnership. The consultation period closed in the
Spring of 2001 and the results of the consultation
are expected to be published in Autumn 2001.

CORPORATE GOVERNANCE

Global Corporate Governance

12

Since the publication in May 1999 of the OECD’s
“Principles of Corporate Governance” recognition
of the importance of good corporate governance for
the global economy has continued to grow. The prin-
ciples, which were developed in conjunction with
national governments, international organisations
and the private sector, represent an attempt to set out
the core elements of a good corporate governance
regime. Though non-binding and non-prescriptive
the principles can be used by governments as a
broad benchmark against which to evaluate and
improve laws and regulations. In 2000 the OECD
and World Bank established the Global Corporate
Governance Forum to promote improved corporate
governance world-wide including the creation of
regional corporate governance round tables for
Russia, Asia and Latin America with the aim of pro-
viding a framework for continuous dialogue and
exchange of best practice. This programme, sup-
ported by the UK government, has continued and
been extended. In addition an OECD experts group,
including the UK, produced a report on ‘The Misuse
Of Corporate Vehicles’ the purpose of which was to
highlight forms of abuse, such as money laundering,

4

and set out a range of options which countries may
use to tackle the problems. The Department is work-
ing to promote coherence across international initia-
tives to improve corporate governance and ensure
that each complements and enhances the others.

Directors’ Remuneration

13

The Department announced in March 2001 that it
intended to introduce new disclosure requirements
on boardroom pay to improve linkage between pay
and performance and strengthen the position of
shareholders. The Government also said that it
would take a final decision on how to improve
accountability on boardroom pay in the light of the
Company Law Review’s wider recommendations on
company law reform.

EUROPEAN COMMUNITY LEGISLATION

European Company Statute

14

The proposal for a European Company Statute
(ECS) would create a new corporate form available
to companies incorporated in the EU with opera-
tions in more than one Member State. In December
2000 the Council reached informal political agree-
ment on the question of employee participation
arrangements in the European Company. The draft
legislation, consisting of a Regulation dealing with
company law aspects and a Directive dealing with
employee involvement aspects, has been forwarded
to the European Parliament for its opinion. The
Council will aim to adopt the legislation before the
end of the year. Member States are expected to have
three years in which to implement the Directive,
with the Regulation coming into force at the end of
that period.

Thirteenth Directive (Takeovers)

15

The proposed Thirteenth Company Law Directive
concerning takeover bids sought to establish mini-
mum levels of protection that Member States must
provide for shareholders and employees of compa-
nies incorporated and listed in the EU, when such
companies are subject to a takeover bid. The
Council adopted its common position under the co-
decision process in June 2000. The UK secured its



key negotiating objective for the Directive by
obtaining the agreement of all Member States and
the Commission to provisions in the text intended to
minimise the risk of litigation during bids for UK
companies, and on this basis the Government was
able to support the common position. The text was
then forwarded to the European Parliament in
September for Second Reading. In December the
Parliament voted to adopt a number of amendments,
some of which would have fundamentally under-
mined key parts of the Directive. The key change
sought by Parliament was to allow the board of a tar-
get company to frustrate a hostile bid without the
specific consent of current shareholders. The
Government regarded this proposed change as
totally contrary to one of the most important general
principles contained in the Directive — that the board
should not deny shareholders the opportunity to
decide on the merits of a bid. The Council rejected
the amendments in January 2001, thereby triggering
a process of conciliation with the Parliament, the
aim of which was to agree a mutually acceptable
text. In June a joint text, which was acceptable to all
Member States except Germany, was agreed with a
majority of the Parliamentary delegation. In July
the Parliament, at Third Reading, failed by one vote
to approve the joint text, which was therefore
deemed not to have been adopted. It remains open to
the Commission to start the process again with a
new proposal, and it has announced that it intends to
do so during 2002.

Tenth Directive (Cross-Border Mergers)

16

The proposed Tenth Company Law Directive con-
cerning cross-border mergers of public limited com-
panies continues to be stalled over the issue of
employee involvement. It remains to be seen
whether the agreement on a draft Directive on
worker participation in the European Company will
be relevant to the 10th Directive.

Fourteenth Directive (Transfer of Registered or
Head Office)

17

The Commission has been considering a proposal
for a Fourteenth Company Law Directive setting out
arrangements for companies to transfer their regis-
tered or head office from one Member State to
another, with a consequent change in the applicable
law, without the need for winding up and reincorpo-
ration. However, this is another measure that has

been stalled over the issue of employee involve-
ment, and it remains to be seen whether the agree-
ment on a draft Directive on worker participation in
the European Company will be relevant to the 14th
Directive.

SLIM Report on Simplification of the First,
Second and Eleventh Company Law Directives

18

In January 1999 the Commission established a
group to review the First and Second Company Law
Directives as part of its ongoing “SLIM” initiative
(Simpler Legislation for the Internal Market). The
Group reported in September 1999 making ten rec-
ommendations for change including proposals to
facilitate electronic disclosure of company informa-
tion, to reduce the disclosure required under the
11th Directive of branches of EU companies set up
in Member States, and to deregulate the provisions
applying to share buy-backs and financial assis-
tance for the purchase of shares. The Commission
and the Member States held meetings during the
year to discuss the report and a draft Commission
proposal to amend the 1st and 11th Directives. The
Commission is expected to come forward with pro-
posals for legislation amending the 1st Directive,
and possibly the 11th, during Autumn 2001. It has
referred the issues concerning the 2nd Directive,
along with other matters, to a group of company law
experts, and invited them to report on that by mid-
2002.

Fourth Directive (Company Accounts) and
Seventh Directive (Consolidated Accounts)

19

The form and content of company and group
accounts in the EU are governed by the Fourth and
Seventh Company Law Directives. Recent develop-
ments relating to these Directives in the field of
International and European Harmonisation of finan-
cial reporting are outlined in paragraphs 20 to 26
below.

International and European Harmonisation of
Financial Reporting

20

The technical subcommittee of the Contact
Committee, established as part of the New Strategy
originally announced by the Commission in 1995,
continued to meet during the period. It considered

5



exposure drafts and standards issued by the
International Accounting Standards Committee
(IASC) for compatibility with the Accounting
Directives. It also assisted the Commission in per-
forming its role as Observer on the Board of the
IASC. Commentaries on the compatibility of new
International Accounting Standards (IAS) are pub-
lished by the Commission.

21

During early 2001 the IASC was reorganised as the
International Accounting Standards Board (IASB).
The technical sub-committee of the Contact
Committee is likely to cease its activities during
2001 when its role is to be taken over by a technical
committee that is proposed to advise the European
Commission on [ASB’s projects (see paragraph 25
below).

22

In the light of international developments in
accounting for financial instruments and the incom-
patibility of a move to fair value accounting with the
Accounting Directives the Commission proposed an
amendment to the Directives in March 2000.
Negotiations were conducted in a Council Working
Party and the proposals were considered by the
European Parliament. The amendments, which
apply to the Fourth, Seventh and Bank Accounts
Directives, were agreed by the Council of Ministers
and the European Parliament during May 2001. The
Department intends issuing a consultative document
during 2001 on the changes that will be needed to
the Companies Act.

23

The Commission issued its Recommendation on
Environmental Accounting during May 2001.
Companies are being encouraged to comply with its
contents. The recommendation applies to financial
years ending on and after May 2002.

24

The Commission’s Recommendation on the disclo-
sure in banks and other financial institutions annual
accounts of information in respect of financial
instruments was issued during June 2000. The
Recommendation applies to financial years ending
on and after June 2001.

6

25

Discussions continued in the Contact Committee on
the proposal for the Commission’s financial report-
ing strategy. The Commission issued a
Communication on the subject in June 2000 and a
proposal for a Regulation in February 2001. The
proposal together with a commentary, can be seen at
the Company Law and Investigations Directorate’s
website: www.dti.gov.uk/cld. The proposal is part of
the wider Financial Services Action Plan. The pro-
posed Regulation would require all EU listed com-
panies to prepare their consolidated accounts in
accordance with IASs by 2005. It also proposed an
endorsement mechanism to oversee the integration
of IASs into the EU. The proposed endorsement
mechanism would comprise representatives of
member states. The European Commission are also
proposing a technical committee to advise them on
IASs. A technical committee has been established
and financed by private sector organisations.
Negotiations on the proposed Regulation com-
menced in the Council Working Party during
March 2001. The proposal does not deal with the
individual annual accounts of listed companies or
with the individual and consolidated annual
accounts of unlisted companies. The Department
intends issuing a consultative document during
2002 on the accounting standards that should apply
when preparing those annual accounts.

26

Discussions have commenced in the Contact
Committee on the modernisation of the Accounting
Directives. This will assist harmonisation with
IASs. The Commission intends to present a pro-
posal for amendments to the Directives by early
2002.

EU Committee on Auditing

27

The EU Committee on Auditing, which is chaired
by the European Commission and comprises a mix-
ture of experts and Government representatives, met
twice during the year. Its principal focus has been
continuing work on a Commission
Recommendation on Auditor Independence. A draft
of this was published for public consultation in
December 2000 and the final text is expected to be
agreed during 2001.



LIMITED LIABILITY PARTNERSHIPS ACT
2000 AND THE LIMITED LIABILITY PART-
NERSHIPS REGULATIONS 2001

28

Disciplinary Scheme in relation to new cases during
2001.

MEASURES TO ASSIST SMALL
COMPANIES

The Limited Liability Partnerships Act 2000 (c.12)
and the Limited Liability Partnerships Regulations
2001 came into force on 6 April 2001. The LLP leg-
islation provides an additional vehicle for carrying
on a business. It offers limited liability to the mem-
bers whilst allowing them the freedom to organise
themselves internally as they choose. The require-
ments governing the LLP’s external relations are set
out in the LLP regulations. Essentially these regula-
tions apply a large number of provisions from the
Companies Act 1985 and the Insolvency Act 1986
to LLPs, modified as appropriate. The aim is to
ensure parity of treatment between companies and
LLPs on most matters, including disclosure of
financial information and insolvency.

A NEW INDEPENDENT FRAMEWORK OF
REGULATION OF THE ACCOUNTANCY
PROFESSION

29

Ministers reached agreement in April 1999 with the
six leading accountancy bodies in the UK, which
make up the Consultative Committee of
Accountancy Bodies, for a new non-statutory
framework of independent regulation for the
accountancy profession. Implementation of the
framework has been principally for the profession,
athough the Department was represented on the
Implementation Group. The new arrangements will
be subject to a fundamental review after a period of
five years.

30

The establishment of the Accountancy Foundation
Ltd in January 2000 has been followed by the cre-
ation of the Review Board Ltd. The appointment of
members of the Board, of which Sir John Bourn is
chairman, was announced in August 2000. Colin
Reeves was appointed as Director in November
2000. Constitutional arrangements for the Ethics
Standard Board and the new Auditing Practices
Board have also been completed, and both will
come into operation during 2001. The Department
will have observer status on these two boards.
Significant progress was also made towards the cre-
ation of the Investigation and Discipline Board,
which will take over the role of the Joint

Financial Reporting Standard for Smaller
Entities (FRSSE)

31

The FRSSE is designed to simplify financial report-
ing for smaller companies by replacing the complete
range of accounting standards — many of whose pro-
visions are not relevant to smaller companies — with
a single, comprehensive accounting standard con-
taining the measurement and disclosure require-
ments most relevant to their circumstances. The
Department supports this work and is an observer
on the committee of the Accounting Standards
Board (ASB) which produces the FRSSE.

32

The last amendment to the FRSSE was published by
the ASB in December 1999 and took effect in
March 2000. In June 2001 the ASB published an
exposure draft of a further proposed amendment to
the FRSSE. The changes arising from this exposure
draft are expected to come into effect in March
2002.

Audit Thresholds for Small Companies

33

On 26 May 2000 regulations came into force raising
the statutory audit requirement for small companies
to £1 million turnover for financial periods ending
on or after 26 July 2000. Ministers will consider a
further increase in the threshold in the light of the
Company Law Review’s final proposals on the
accounts and audit of small companies. This would
include consideration of whether some less burden-
some form of assurance, in the form of an
Independent Professional Review, should be
required for those companies with an
annual turnover of between £1 million and £4.8
million.

Accounting Thresholds for Small Companies

34

Following consultation the Secretary of State
announced in April 2000 that the accounting thresh-

7



olds for small companies would be raised to the
maximum level allowed under EU law but that this
would be done in the light of the Company Law
Review’s final proposals on small company
accounts.

Dormant Companies

35

Following consultation, the Secretary of State, in
April 2000, announced changes that simplified the
legislative framework for dormant companies.
These changes applied to financial periods ending
on or after 26 July 2000 and were as follows: (i)
removal of the need for dormant companies to file
special resolutions to qualify for dormant status (ii)
revision of the definition of dormant status and (iii)
dormant companies which act as agents to be
required to disclose this in their annual accounts.

ACCOUNTABILITY OF LARGER
COMPANIES

Late Payment

36

Regulations came into force in March 1997 requir-
ing public limited companies and their large private
subsidiaries to state, in their annual reports, their
payment practice and a figure representing the aver-
age time taken to pay debts. The second annual
league tables were published by the FSB in May
2000.

Exemption from 20 Partner Limit

37

The Department is currently considering whether to
relax the 20 partner limit rules for Collective
Investment Schemes. Exemptions for Investment
Fund Managers and for Insolvency Practitioners
were granted and came into force in May 2001 and
August 2001 respectively. An extension to the exist-
ing exemption for Actuaries was granted and came
into force in November 2000.

38

On 4 April 2001 the Department published a con-
sultation document proposing the removal of the 20
partner limit from partnerships and limited partner-
ships by way of Regulatory Reform Order. The clos-
ing date for comments on the proposal was 4 July
2001 and the Department is currently considering
the responses.



Company
Investigations

Introduction

Companies Investigation Branch (CIB), part of
DTI’s Company Law and Investigations Directorate,
has investigatory powers under a number of Acts -
the Companies Act 1985 (sections 447 and 432), the
Insurance Companies Act 1982 (section 44), and the
Financial Services Act 1986 (section 177). These
powers enable it to establish the facts in cases of
possible commercial wrong-doing and to take
appropriate action. Such action could include refer-
ral to other prosecutors or regulatory bodies, the
prosecution or disqualification of a director, or the
winding up of a company by the Department. The
branch may carry out investigations itself or, in cer-
tain circumstances, it may supervise investigations
and inspections by private sector accountants,
lawyers or others with specialist expertise.

2

A booklet ‘Investigations — How They Work’, which
explains the investigations system in more detail, is
available free from Company Law and
Investigations Directorate (see Appendix E). This
booklet and other information about the work of the
branch is available on our web site:
http://www.dti.gov.uk/cld/comp_inv.htm.

Requests for Investigation

sons for concern have been established. An initial
assessment of requests is made to eliminate or redi-
rect those which clearly do not come within the cri-
teria for investigation or can be better dealt with by
other organisations with a direct responsibility. The
remaining requests receive more formal considera-
tion but may still be refused for various reasons such
as, for example, if an adequate civil remedy is avail-
able or if there is another regulatory body, such as
the police, which has begun its own enquiries. CIB
aims to make a decision on whether to initiate a full
scale investigation within an average of 48 days. In
2000/2001 the outturn was 44 days.

4

The data relating to requests for investigation for
2000/2001 and the preceding four years is sum-
marised in Table 1. An investigation can involve
enquiries into more than one company. However,
from 1997/98 onwards the tables in this chapter
analyse work by the number of investigations (or
cases) rather than by the number of companies
investigated. Table 1 shows all the requests received
by the Directorate which were vetted and those
which proceeded to a more formal consideration.
Table 2 contains figures relating to the number and
types of investigations completed.

Sources of Complaint

3

The Secretary of State has discretion to decide which
requests for investigation to pursue once grounds for
suspicion of wrong-doing, misconduct, or other rea-

As in previous years, the majority of requests, some
57% in 2000/2001, were received from the general
public (including cases referred through MPs or
other representatives) and details are shown in the
diagram overleaf.



Table 1

Initial assessment and consideration of complaints and requests for investigation

1996-97 1997-98 1998-99 1999-00 2000-2001
Initial Vetting
Companies named in requests for investigation 3,294 3,673 3,659 3,632 4,010
Companies not accepted for formal
consideration or referred elsewhere 1,930 2,213 1,976 1,751 2,289
Cases formally considered 732 894 996 980 822
Investigations started 220 238 220 209 175
Cases formally refused 546 668 703 817 686

Table 2 Completed investigations under the Companies Acts and under Section 44 of the

Insurance Companies Act 1982

1996-97 1997-98 1998-99 1999-00 2000-2001
Investigations completed 225 228 228 183 183
Investigations outstanding 31 March 48 58 50 68 63
Analysis by type
Companies Act 1985
Section 432: - 1 1] 1 _ 1 1]
Section 442: - - - - 1
Section 444: - - - - _
Section 447: 216 [11] 218 [12] 214 167 [4] 177
Companies Act 1989
Section 84: 4 [1] 3 9 15 3
Fair Trading Act 1973
Section 29: - 4 2 1 _
Insurance Companies Act 1982
Section 12: 1 - - - -
Section 44: 4 2 2 - 1

Note: Figures in square brackets show the number of cases completed by non-departmental investigators. Figures
after 1995-96 have been calculated on the basis of cases not companies.

DTI Directorates and Agencies are the second major
source of requests. Table 3 below shows sources of
requests for investigation for the last five years and
Table 4 gives a further analysis of DTI requests.

Investigations Undertaken

Of the 183 investigations completed in 2000/2001,
97% were under section 447 of the Companies Act
1985. All 177 of these section 447 investigations
were undertaken internally by CIB staff.

10

Public

57%
Other sources including the
the Bank of England, London
Stock Exchange and
Overseas Governments 16%

Directorates and agencies of
DTl 17%

| L Other Government departments 5%
Securities and  DPP and Police 3%

Investment Board
and SRO 2%

CIB aims to complete section 447 investigations
within an average of 90 days. The average achieved
in 2000/2001 by CIB staff was 107 days. The over-
all target of an average 6 months from the receipt of
a request for the investigation to the completion of



Table 3 Sources of requests for investigation

1996-97 1997-98 1998-99 1999-00 2000-2001

No % No % No % No % No %
Public 713 55 517 58 584 59 581 59 464 57
Divisions/agencies of DTI 292 22 185 21 220 22 187 19 139 17
DPP/Police 33 3 24 2 24 2 22 2 25 3
Other Government departments 46 4 34 4 29 3 36 4 44 5
Securities and Investments Board/SROs 82 6 27 3 17 2 19 2 18 2
Other sources eg London Stock Exchange,
Overseas Governments 131 10 107 12 122 12 135 14 132 16
Totals 1,297 100 894 100 996 100 980 100 822 100

Note: Figures after 1996-97 are calculated on the basis of cases not companies.

Table 4 Analysis of DTI requests

Directorate/Executive Agency 1996-97 1997-98 1998-99 1999-00 2000-2001

No % No % No % No % No %
Companies Investigation Branch 150 51 74 40 95 43 96 51 63 46
The Insolvency Service 31 11 28 15 38 17 13 7 10 7
Companies House 32 11 33 18 17 8 17 9 9 6
Consumer Affairs 8 3 4 2 9 4 12 6 6 4
Insurance Directorate 16 5 - - - - - - - -
Other 55 19 46 25 61 28 49 27 51 37
Total 292 100 185 100 220 100 187 100 139 100

Note: Figures after 199697 are calculated on the basis of cases not companies.

the statutory investigation was achieved, as was the
target of seven days for the start of an investigation
where the public is directly at risk.
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Some indication of the wide variety of types of busi-
nesses investigated under section 447 is given by the
data in Table 5. The type of misconduct alleged in
the cases accepted for investigation is illustrated in
Table 6.
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Most of the investigation work of the Directorate is
carried out without any publicity. Enquiries under
section 447 of the Companies Act 1985 and into
insider dealing under section 177 of the Financial
Services Act 1986 are not announced because to do
so would undermine the effectiveness of the
enquiries and could damage the business of the
companies concerned before any evidence of wrong
doing had been established. However, the appoint-

ments of inspectors under sections 431, 432 and 442
of the Companies Act are normally announced.
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The conclusions, or reports, of completed section
447 or 177 enquiries are not published and informa-
tion about them may only be disclosed under clear-
ly defined circumstances, for example to regulatory
authorities for criminal proceedings. It is the
Departments’ practice to publish reports under s.432
and s.442 if it considers that it is in the public inter-
est to do so, but inspections carried out under
$.432(2)(A) are not announced and the subsequent
reports are not published.

Companies Act Inspections and Insider Dealing
Investigations

12

There were no new Companies Act inspections dur-
ing the year. The inspectors report into the affairs of

11



Table 5 Types of business where Section 447 investigations started during the year

1996-97 1997-98 1998-99 1999-00 2000-2001

No % No % No % No % No %
Financial services 29 7 15 7 11 5 10 5 11 7
Wholesale/manufacturing 45 12 32 14 26 13 22 12 9 5
Construction and Property 28 7 11 5 14 7 9 4 2 1
Retail 38 10 13 6 12 6 8 4 12 7
Banking, insurance and investment houses 57 14 11 5 5 2 7 4 4 2
Other business 64 16 62 27 74 36 72 38 75 45
Other services 134 34 81 36 65 31 62 33 54 33
Total 395 100 225 100 207 100 190 100 167 100
Note: Figures after 1996—97 are calculated on the basis of cases not companies.
Table 6 Alleged misconduct in investigations initiated during the year

1996-97 1997-98 1998-99 1999-00 2000-2001

No % No % No % No % No %
Fraudulent trading 51 13 37 16 106 45 108 56 117 69
Theft 187 45 123 53 15 7 8 4 3 2
Undischarged bankrupt/disqualified director
managing company 43 10 29 12 36 17 20 10 7 4
Unauthorised insurance business 51 13 6 2 10 5 2 1 7 4
lllegal pyramid selling schemes 26 6 13 6 14 7 13 7 6 4
Miscellaneous 53 183 25 11 29 14 43 22 29 17
Total 411 100 233 100 210 100 194 100 169 100

Note: Figures after 1996—-97 are calculated on the basis of cases not companies.

Mirror Group Newspapers was published in March
2001 and the Inspectors interim report into the
affairs of TransTec plc was published in January
2001. The Inspectors report into the membership of
Wace UK Holdings Ltd, European Colour plc and
Tinsley Robor plc was published in June 2000.
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The Secretary of State may appoint inspectors under
s.177 of the Financial Services Act 1986 where she
believes an offence under Part V of the Criminal
Justice Act 1993 may have been committed. There
have been three convictions during the year.

14

Table 7 details the number of cases passed to the
Directorate by the London Stock Exchange, the
number of cases where inspectors were appointed

12

and the number of reports submitted during the year.
Occasionally information from the London Stock
Exchange may lead directly to a criminal investiga-
tion. Inspectors may be appointed as a result of
other enquiries, and not directly as a result of a
Stock Exchange referral. During 2000/2001 some
18 cases were received from other sources, includ-
ing referrals from the Financial Services Authority
(FSA).

Financial Services and Markets Act 2000

15

The Financial Services and Markets Act 2000
(FiISMA) has received royal assent. FiSMA gives
the Financial Services Authority (FSA) the compre-
hensive and coherent set of powers it needs to oper-
ate a single regime for authorisation and regulation
of financial services business. This includes powers



Table 7

Investigations under Section 177 of the Financial Services Act 1986

1996-97 1997-98 1998-99 1999-00 2000-2001
Cases referred by the London Stock Exchange
for consideration 36 32 33 31 32
Appointment of inspectors 21 22 15 18 3
Final reports submitted by inspectors 13 13 21 14 11

for both the Secretary of State and the FSA to inves-
tigate cases of suspected insider dealing, market
abuse and other financial malpractice. It replaces
and enhances the existing investigation powers exer-
cised under the Financial Services Act 1986. The
Department’s role as enforcer of the old Act will
change with the implementation of the new Act,
when the FSA will become the primary enforcer in
this area.
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An investigation is a fact finding exercise. It may
show that there has been no irregularity or malprac-
tice in which case the process ends. In many cases,
however, information obtained during an enquiry is
a basis for further action, either by the Department
or by others. This may take the form of a winding up
of the company, prosecution, directors’ disqualifica-
tion or some form of regulatory action.
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Last year there were 16 disqualifications as a result
of earlier investigations. These and other disqualifi-
cations and prosecutions by the Department are
shown at tables D1, D2 and D3. The Secretary of
State may also present a petition to the court for a
company to be wound up in the public interest under
the provisions of section 124 A of the Insolvency Act
1986. Such petitions frequently involve an applica-
tion for the appointment of a provisional liquidator
to protect assets before the winding-up petition
itself can be heard. In 2000/2001 the following 24
companies were wound up by order of the Court on
petitions presented by the Secretary of State:

Association of Stress Management (UK) Ltd
Caring Parents Ltd

Casterbridge Properties Ltd

Century Mortgages Ltd

College of Stress Management Ltd

College of Stress Management (UK) Ltd
EBA Consultancy Services Ltd

Fanlight Finance Ltd

Hever Country Hotel Ltd

Hever Vacation Club

Hever Worldwide Properties plc

Huntley Malet Ltd

INFO4PC.com Ltd

Legal Assistance and Support Group Ltd
Monaman Ltd

Nationwide Corporate Investigation Services
Ltd

Nationwide Corporate Services Ltd
Rutland Engineers Ltd

Smartalk Ltd

Trinity Promotions Wirral (UK) Ltd
Ultimate Insurance Services Ltd

Universal Promotions (Management) Ltd
Universal Promotions (Peninsula) Ltd

Universal Promotions (Wirral) UK Ltd

18

During the year there were 18 trials based on statu-
tory investigations carried out by CIB resulting in
the conviction of 16 individuals. Penalties included
custodial sentences, fines and community punish-
ment orders. Seven of the defendants convicted
were also disqualified by the Court from acting as
directors for periods of 2, 3, 5 and 7 years.
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Legal Services (D) Directorate brings criminal pro-
ceedings on Companies Act offences following
reports from Official Receivers on bankruptcies and
compulsory liquidations and from the Crown
Prosecution Service on voluntary liquidations. The
Directorate also receives a small number of prose-
cution reports each year from Companies House.

13
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Table D2 summarises data for all cases prosecuted
by the Directorate under the Companies Acts, sec-
tions 206-235 of the Insolvency Act 1986, sections
11 and 13 of the Company Directors
Disqualification Act 1986 and section 52 of the
Criminal Justice Act 1993. Of the prosecutions aris-
ing out of Companies Act offences in 2000/2001,
there were 73 Magistrates Court hearings and
Crown Court trials leading to the conviction of 82
individuals. Taking all offences listed in Table D2
into account there were 154 Magistrates Court hear-
ings and Crown Court trials leading to the convic-
tion of 169 individuals.
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The Department is only one of a number of investi-
gatory and enforcement bodies. Its policy is to work
closely with other bodies which regulate markets
and deter malpractice. To this end CIB maintains
close working relationships with, amongst others,
the Serious Fraud Office, the Stock Exchange, the
Crown Prosecution Service, the FSA and its con-
stituents the self-regulating organisations, and
recognised professional bodies.
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CIB gives assistance to HM Treasury and the FSA
when it receives allegations about unauthorised
insurance business or, for example, of some mis-
conduct or breach of authorisation conditions in
relation to an authorised insurance company. The
Directorate works closely with HM Treasury and the
FSA in the consideration and carrying out of any
subsequent action, such as winding up or prosecu-
tion.
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In addition to the Companies Act powers of enquiry,
the Insurance Companies Act 1982 provides for
investigation of insurance business and in particular
unincorporated businesses or individuals who carry
on unauthorised insurance business. Such investiga-
tions are not announced and their results are not
published.

Collaboration With Overseas Regulators

24

Overseas regulatory authorities (ORAs) seeking
investigative assistance in the UK do so via the
Treasury. During the year it received a total of 23
new requests authorities largely from the US
Securities and Exchange Commission. The
Secretary of State authorised the use of powers
under Sections 82-84 of the Companies Act 1989 to
provide assistance for 7 requests. The Treasury also
made 4 outgoing requests on behalf of CIB.
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The ORAs also made requests seeking a wide vari-
ety of assistance, directed to CIB, the FSA, and
other regulators, which are capable of being satis-
fied without the use of statutory powers and, in
some instances, by publicly available information .

26

The FSA and HM Treasu